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I. Introduction

My name is Peter Jenkins. 1 am a managing  director at Scudder Stevens & Clark in

charge of Global Equity Trading. Scudder Stevens & Clark is a global inwstment

manager with approximately $1 15 billion dollars under management. Scudder’s client

base consists of mutual funds. pension funds, and private investment clients. Scudders

Global Equity trading group is located in New York City and is active 24 hours a day.

365 days a year. My expertise is in U.S. equities. I actively trade listed and NASDAQ

secul-itics.  both large and small capitalized issues.

I accepted this invitation to testify on decimal pricing before this sub-committee because

1 support open. efficient, transparent markets in the United States. Scudder encourages

all of its traders to participate in industry-wide forums that address issues that may impact

our clients performance.

Our mutwl timds  represent hundreds of thousands  of individual, retail investors. Our

client orders can range from 1 to millions of shares. Last year Scudder’s client’s paid over

$100 million dollars in commissions, OTC credits, and selling concessions globally. Our

clients generated over $1 million in commissions from orders under five thousaud

shares. ( At a rate of under .03 per share ) Our small order flow in NASDAQ issues

generated approximately $700.000 in commission credits.



Scudder compensates their traders on the quality oftrades  not on the quantity of trades. It

is in the best interest of all traders to receive the lowest cost of execution. Elticient,

transparent market structure is essential to accomplish this.

Scudder has been actively involved in structural issues through my participation as

Chairman of the New York Stock Exchange Institutional Advisory Committee for three

years. the New York Stock Exchange market performance committee, and currently as

chairman ofthe STA institutional committee. I am also a member ofthe  NASDAQ

Quality ofMarkets Committee. I am pleased to be here to discuss my views pertaining to

the Common Cents Stock Pricing Act of 1997.

My comments will be broken down into two categories. first decimalization  as it effects

transparency, and second efticiency ot’mnrket  structures and decimaliration.



Transparency- Decimalization

Instincts‘ s~mxss  is changing U.S. market structure. It is a case study and a confirmation

that “depth of book”’ can create greater volumes while offering competition which

tightens equity spreads. The price time priority structure. with size displayed. is moving

the markets to an order driven price structure. The prices are discovered through

anonymous, yet transparent negotiatio&.  The NASD dealer structure still overlays the

instinct  trading environment. just as the “upstairs” dealer market of the New York Stock

Exchange overlays the floor auction. Stock prices can be quoted in fractions as low as

1164’s in the Instinct  market. This ability to quote freely in increments less then the

primary market interval has been a factor in attracting liquidity from both dealers and

institutional participants. The quotations in these small fractions are cumbersome and

confusing.

With the new order handling rules in affect quotes in between the spread by dealers must

be reflected in the public quote in NASDAQ. This was a good step towards increased

transparency. Ifan order is entered in an ECN in a” variation different from existing

SRO parameters.” it is rounded up or down to the nearest fraction accepted by the

’ The STA institutional committw  comprised of 20 of the largest  institutions in the US c~~~~menl  to the
SEC OH tllr “order  execution obligtions”  on the importance of a cwtml limit order book. and further depth
of book  tbrou~h  ITS in the listed Imarket.  see appendix I.

1 According to a survey  conducted by the STA institutional committee this is one of the key vwiables to a
buyside  trader in getting best execution. see appendix 2.



applicable SRO. The rounded prices will be accompanied by an identitier  in Jul!; ofthis

year. ‘This identifier will cause chaos, and will confuse the individual investor without

the direct ECN access. If ECNs flourish, investors will not be able to follow all of the

ECNs markets and we. as professional traders, may lose some transparency. I’osriny  true

prices for the public should be pursued. The fractions of smaller  size can become

confusing and in a sense affect transparency. Decimalization is the common form of

display in pricing portfolios at day end. We get an average price on executions fi-om  our

brokers to the fourth decimal place. Mutual funds are priced in decimals at day end to the

public.

A spread for the dealers can be maintained in decimal form, and in fact it would put it in a

language that is easier for all to read. Foreign markets quote stocks in decimals today

w~ith  a spread sufficient for dealer profitability.

A decimal auoted spread must be accomuanied  by death  of book. Narrower spreads will

come with decimal pricing. The  top of the book display, which we receive today will

become far less helpful without full disclosure of the specialist book. The institution

needs to see where the greatest gathering of orders reside in order to price merchandise

efficiently. Why must the specialist book be proprietary if “capital transactions represent

a very small portion of trading. The vast majority of NYSE volume is a result of public

order meeting public order. “3 The Institutional Traders Advisory Committee to the

‘Quote from the NYSE fact book 1994, page 5



NYSE that I chaired for three years consistently called for the specialist book to open up

to the public. Scudder’s  view is that the increased transparency will draw order tlow  to

the NYSE specialist book. Instinct growth proved that this concept is correct. I t’a trader

could get closer to the point of purchase. and gain control of the order more order  flow

would appear.

Efficiency-Decimalization

Today’s market environment calls for the institutional trader to move larger quantities of

stock in a structure not far different from that of the Seventies. We need greater visual

access as well as more efficient executing access to the current structure. The recent

Buyside  Traders Survey conducted by the STA institutional committee showed that

institutional traders seek immediacy in price because they fear their identity ma)- be given

up by their agent as it passes through the many intermediaries an order needs to clear to

get to the point of purchase on the floor of the NYSE.” The survey also showed a great

desire to control their trading strategy and would not fear trading off the exchange. The

majority.of  this group use ECNs so that they can control their strategy and price at the

level they feel is competitive. Often these trades take place at intervals lower then IiS.

4 Pleasc  see appendix 2 STA Institutional Committee Buyside Survey.



A very popular chart seen sitting on most traders desk is a tabulation ofconversions  from

the popular fractions to decimals. It is very difficult to convert 64ths in a fast trading

environment. Pennies are universal and far easier to understand. We trade in a \vorld

where precision is essential and efficiency is demanded. Fractions are converted at the

end of the day to decimals for portfolio pricing. This conversion carries a cost \vhich  is a

step in the traders process that can be eliminated. The most viable solution seems to be

conversion to decimals. The reporting we exchange between broker and trader may seem

small. but it adds another step in our process. In the future reporting oftransxxions  are

going to move between broker and customer via electronics. I would guess that those

reports will be in decimals, not fractions.

The exchanges want to study the impact of this move. I think the evidence is clear.

Institutions want to trade at fractions lower then currently allowed by the exchanges.

There is a desire to discover price yet the market is not structured properly to get the job

done. Electronics are changing market structure. Why are we reluctant to make change?

The evidence is overwhelming that the current structure needs modifications.

Institutions, because of size of the orders, are creating price. The capital supplied by the

brokers has become less important as we seek liquidity. Brokers can still be agents to the

non members, but we must use the technology offered to enhance the process. Trading

should not be cumbersome. if we are to provide liquidity to the individual inveslor.

Trading costs will make it prohibitive to move blocks of stock  and the costs for capital

‘Please see appendix 3, which displays a chart ~nost  buyside traders have available to them to convaT
fractions quickly while trading.



formation will increase. Lets keep up with the technological advances and make the

tmnsaction  process more efficient.

Conclusion

The primary reasons for decimals on our exchanges would be

. Stocks today are actively traded in prices. entered in ECNs, in variations different

liom existing SRO parameters. ECNs have been linked into the primary markets

through the new SEC order handling rules. Stocks traded in 64ths and 32nds  are

cumbersome to trade and slows the process down.

. The concept ofan asterisk as a warning that a price is different then seen causes

confusion. and transparency declines.

. Decimalization is used to price portfolios and post net asset values of mutual

funds. Trade reports are input in decimals. The daily process of posting prices to

our systems could become more efficient.

. If we move to decimalization we must move to depth of book, as the spreads

tighten the top of the book becgmes  less meaningful.



. All changes to exchanges need not be monumental. Decimalization alon  with

other structural changes can add to greater efficiencies to the trading en\~ironment

. Spreads whether quoted in fractions or decimals will be dependent on a stocks

liquidity.
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January 19, 1996

Mr. Jonathan C. Katz
Secretary
Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, D.c. 20549

Re; Order Execution Obligations - Proposed RuLee
Release NO . 34-36310s File No. 5'7-30-95

Dear Mr. Pata:

The Security Traders Association's Institutional Committee

appreciates the opportunity to comment on the Commission's proposed

rules concerning the handling and execution of customer orders.

Our Committee is comprised of twenty buy-side traders who head the

trading desks of come of the largest mutual fund complexes, private

lnveeement management firms, and public and corporate pension funda

in North America, and our aamments will be directed to those

aspects of the proposaln that particularly impact the trading we

carry out fgz our clients.

Summary  of the Coudttsa’  6 Co~ntl,

Our Committee believes the most important quality of a market

is the ability to interact vith live bids and offers that represent

real ordera, where size is revealed. Quotes by dealers without

size parameters in a non-tranmparent market are leae meaningful and
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eerve only as an indication of where a stock  could trade. A limit

order structure with a central limit order book, or CLOB, is the

most fair and orderly basis for price discovery in a transparent

market. Dealers do not post narrow quotes in a vacuum -- they will

not dieplay  quotes without aome knawledge  of real orders. The

presence of a limit order book that ie accessible to all market

participants would only strengthen dealer markets because the

dealers would have the ability to. gauge market depth in a

consietent manner, and hence tighten the published spread. At the

same time, we oppose the propoeed rule regarding price improvement

for market orders at the expense of liplit orders, as we believe

limit orders provide more transparency and depth to the

marketplace.

The Commission has expressed concern that orders in electronic

trading syetems are not accessible to individual investors and that

such eyateme create a tiered market. Our CWttec  bellsvee that

if, however, the Con~alidated Quote Seater (*CQS*) aud the

fntrrnmrke~  h-ading System (UIT8n) wers to b6 extended to include

ordera that appear in rleatronie trading aymtema  both exchange-

sponsored, relectivo. and privsIx, ths linkage of markets that we

diacuaesd  by the CoanrissiOa in ctr Market la00 Report would be

psatly enhanced .’ These orders q hould he shown as part of the

consolidated quote if they better the current publiehed "public"
.-

'Similar discussion occurred in the GAG's March 1990 report
nSecuritiee  Trading, SEC hction  Needed to Address National Market
System Xseuee* indicating *the need for SEC to again look et
overall effectivanese  and the extent to which it is meeting its
national market system goals..
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National Best Did and OfFer (*NBEOa) without the obligation of

making a two-sided market. In fact, all limit orders should be

accommodated by the ITS eo that the depth of the market can be

determined. The ordorr would not seed to be identified by broker

or da&lor name since bhey arm firm caxmibenta  to t r a d e  at a

opaeified  price and queatity,  not an indication or quoted market.

Spreada would be tightened as this intcrmarket/broker  linkage would

expose additional orders to the market at large and all forms of

market participants would be forced to compete. In fact other

ordere that would not have chosen to interact with the larger

marketplace might part icfpate  -- anonymity afforda  protection co

all market participants. The retail investor would not be excluded

from accessing thie expanded order flow. A more detailed

discussion of these issues followa.

Iaotitutional  Ordera

The client base of the firma repteserited  on our Committee is

comprised of many million6 OE individual Investors, both those who

invest in mutual funds as well ae those who invest pension assets.

Individual invcetore  have decided that it is in their best interest

to hire professional managere to acwssm the market for them.

Accordingly, as buy-aide traders WJ have a fiduciary obligation tQ

our clients to get chc beet possible execution in handling their

ordsrr. The sheer magnitude of individuals acting in concert

through our respective firms makes the orders generated the

largsat, most significant factor in the equity marketplace.
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Becauee thie pool of investore has grown so large,

inat%tutianal poeifians in individual securities have grown

commensurately in size. While multiple hundred-thousand-share

posittans were common ten years ago, multiple million-ehara

positions are now the nozm.' The growth in position size has

resulted in a far mre complex buy-side trading environment; a five

million shara order will potentially have a much greater market

impact than a 50,000 share order dven if it is perfectly handled.

our fiduciary obligation to obtain bear. execution is not defined

solely by getting the beat price; accessing the depth of the market

is a critical component given the size of institutional orders.

Maintaining anonydty  is especially critical ff

ie to minimize the market impact of an order.

UEB of BrQkkoc  Capital and Information Plow

Institutional position size ham also

the buy-side trader

chaged the way

institutions use broker capital. Capital available to the buy-side

on brokore’ block desk6 is nimply not sufficient to meaningfully

accommodate those orders given the increase in the size of

institutional orders.' In fact, asking a broker to deploy capital

-

)A8 of S/30/95. of the 20 largest capitalization stocks in the
9 & P 500, institutions owned almost  5o’r of the share8 outstanding.
with the top five holders of each stock having an average position
sire ranging from eix million to more than 43 million aharea.

'Bzokeza uee capital a6 a tool to capture institutional order
flow. Broker capital does increase short-tezm liquidity but the
true market always reverts to institutional buy versus sell orders.
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to facilitate a trade can impede beet execution. OEten, 'capital

facilitation" works ironically to create an adversary eimply

because "capital creates a competitor.*

The broker may not only be working against the isstitution'e

order flow, but can make an educated gueae, by checking the

institution'e SEC filings, what the potential order size may be.

For example. a broker can often correctly ourmise that a sale oE

tWo million eharee might ultimately be six million sharee. if the

filings show that the investment manager owne six million shares

and had purchased additional shares in the prior quarter.4 The

hope is that the broker acts instead as your agent and finds the

netur41 other Pide of the trda. That nanrral other side will meet

often be another institution and not the broker's capital.

Buy-side tradere also recognize that while immediacy is

desirable to some. it comae at a price .if that immediacy AC

provided in the form of broker capital. The buy-side uee of

eystems  to access immediacy and maintain more control of order flow

is creating a change in mark& etructure. The demand for the uee

of electronic trading eyateme (especially Instinct Ear OTC trades)

hae evolv& precisely because of the need for inatitutions to

anonymously interact in a centralized  transparent  market structure.

'Srokers may uw this information to get long or short ahead
of thair customers' orders, in effect trading ahead of a potential
order. They can set themselves up to 'fscilitate* an order their
customer has yet to gfve them. This can and often doea negatively
effect the price our clients receive.

The so-called "SOES activists" do something similar on a
smaller scale: they seek to capitalize on institutional order
impact, profiting as the institutional order effects price. Both
strategies increase volatility.
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In addiCion, order-driven systems (e.g., InStin&, SelectNet)  have

become the markets of choice for tha broker/dealer community.

Unfortunatsly, NAgDAQ has not moved to create such a public

structure in response to the competition afforded by technological

innovation. Even the NAqcess system, ae proposed, falls short of

creating the market etructure OE choice for institutions. We

recognize that NAqCeaa is not ‘proposed as an. answer to

institutional liquidity and transparency, but iC har the beginnings

of a system that could be expanded to embrace institutional needs

in conjunction with those of individual investors. Instlnet io

such a system -- natural orders are permitted to interact on a

price and time

changing supply

are traditional

there -

Ilnonymi  ty

priorfty basis. Price discovery, dynamically

and demand schedules, and the depth of the market

broker/dealer functions anonymou8ly carried out

The need of buy-side traders to achieve best execution hae

driven the explosive growth of electronic trading networks. These

systems &low inetitutional traders to seek out and find

anonymously  Che natural ather side of a trade and. thua, frequently

trade between ehe published best bid and offer. Electronic trading.

systems such as rnstinet greatly add to liquidity and lessen market

impact because the identity of participante in a trade arc not

revealed. III fact, the institutional community felt that access to

electronic trading Systems was so important it coordinated an



effort to induce NASDAQ tb allow access to SelectNet,  a private

market run by NASDAQ that ie aocessible  only to dealere. View-only

institutional access was finally granted after a long delay.' 6

Braker/dealare  who act aa market makcre also use such systems,

They, too, rely greatly on the anonymity the networka  provide.

They are able to interact directly and discretely with market

participants, and squara their book8 without significantly adding

to market volatility.

Amsndmentr to the Quote Rule and Diwlay of Cuatosnr LFnit orders

The Committee agrees with the Commieeion that markets should

be as transparent ae poseibla, and that fragmented  quotce deter

natural price discovery. RUWVW, we era not in favor of the

progeeed ameodmantm  to the Quota Rule. A market maker may be

forced to change hie published quote to reflect a better anonymous

limit order placed in a system such an Tnstinet. Because of the

loss of anonymity thoae orders may never appear in the electronic

system. This will impede transparency, as these ordera would be

forced 'upstairs' or perhaps overseas and would not interact with

the greatest number of public orders, especially those placed by

buy-side traders. Without the ability to interact anonymously with

the greatest concentration of live ordere, not quotes, price

discovery is compromised and liquidity is curtailed.

- ,_-

5UASDAQSub-Committee,  1989 initial diacuasianoninstitutional
access to SelectNet.

'market 2000, Transparency. Study IV, pg. 6.
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We would aleo like to distinguish between orders and quotes.

especially in light of changes in the marketplace and the preeesce

of electrosic systems. Price discovery in the dealer market was

controlled by market makere who publiehed their two-sided market

based upon their own order flow and market outlook. Technology has

now opened the door to market innQVatiOn  and the dealer quote has,

in many lnstancee,  become more a frame of reference based on limit

orders published in Instinet.

Price laymovemmt for Cuetrmar Market Ordare

The committee believes that limit orders and their public

dissemination to all market participants are critical to a

marketplace that is transparent and enhances price discovery. We

oppose the CornmissiOn's proposed rule that would require

spocialiets and market makers to provide customer market orders the-

opportunity to receive prica improvement. Limit Orders give the

system more transparency and depth. We strangly believe that the

desks to display limit ordors must ba encouraged. If a market

order ia automatically given a @stop" to trade at the NBBO, there

is little incentive or benafit to enter a limit order into the

system.

Limit orders, with tima and price prioricy. should have

preference over market orders. A strong limit order beak creates

market depth.' In fact, preferenced market orders can have a
., . .,.-

'Beginning in June of 1989, during the respective chairing of
the NYSE's Institutional Traders Advisory Committee ("ITAC") by
Holly Stark and Peter Jenkins, a prevailing desire to get an in-



disruptive effect on the market, aa evidenced by NASDAQ’S  SOl3S

syetem.’ y In addition, under the currant WASDAQ structure we

doubt that syocems could ba implemented on a timely baeis to

eupport this type of change without scrvare ramificationa. In times

of markat stress, NAsDAQ'.~ systems have thus far proved to be leas

reliable than hoped for.

9

Competitive and innovative id&s have created change in

today's marketplace. The explosive growth in technology,

especially on trading deake, ha6 allowed for faster flows of

information that have rerultad in the evolution of market

structure. At the same time, the traditional exchanges hove been

forced to compete to defend their market shares.

Competition rich the traditional exchanges is healthy and

BhduLd not be deterred. But rulse governing trading must be

coneistenely enforced as well as altered on a timely haeis when the

marketplace refuse6 to meet the changing demands of its customers.

Most importantly. structural changca should only be put in place on

a trial basis before making them permanent.

The CommLttee would like to thank the Commission for the
-

depth *look at the book" was communicated to the Exchange. It was
felt that this would attract more limit orders to the floor of the
Exchange.

'See attached Committee letter, June 21. 1995, to the NASD
discussing NAqcaas and the benefits of a limit order baok.

%any Committee members believe in fact that the NY%'6 "clean
cross* rule is non-competitive, in that it works against the
standing of limit orders. While we aa institutions benefit from
this rula, it does not encourage limit order entry.
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opportunity to comment on these proposed changes. We would be

happy to further discuss the proposala  should you so choose.

sincerely,

;‘/
\

/. ,._.\ +XL-. a,

P e t e r  a: Jenkine,
Chairman

HdLly-A.  Stark,
Vice C~~~IIMKI
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STA INSTITUTIONAL COMMITTEE
Buyside Trading Survey:

What if it Were Your Market Instead of the Brokers?

Please respond to the following questions by circling the response that best
reflects how you would prefer to trade:
The following questions deal with immediacy in trading:
1. How important is immediacy in trading?

(5) (4) (3) (2) (1)
Very Somewhat Not Important
Important W. 7 To Important At All

i.2, 38

5 3

2. Concerns about tradiig behavior:

I’m afraid my broker will compete with my order.
(5) (4) (3) (2) (1)
Strongly Agree Strongly

Somewhat Disagree

35 15

I’m afraid my broker will call competing brokers.
(2) (1)

48 18

I’m afraid my broker will call customers who will call other brokers.

I6’ 50.3,14)
(3) (2) (1)

3 4 n  5 1

-& 26 l2
0

Sometimes my broker calls me back with my own order.

‘5’ 13.Gp.‘4’ (31 (2) (1)

1073 40 53 46

mu4 ?.,47



STA INSTITUTIONAL COMMITTEE
Buyside Trading Survey:

What if it Were Your Market Instead of the Brokers?

3. If 5 years ago the starting order entered by your portfolio manager was
50,000 shares, is your order today:

IQcnnz 223 000
(5) (4) (3) (2) (1)
50,000 100,000 150,000 250,000 500,000

17 27 38 54 2 7  he&an: /qqm

4. If 5 years ago a broker was willing to commit capital and start you out on
50,000 shares, what would he start you out on today?

A,
(5)

For NpSDAQ stocks:
(4) (3) (2)

hean: 34,oq,
15,000 25,000 50,000 100,000 :15)0.000 h&5:

4 4 4 8 37 18 1 21,Oao

NY-
B. For -stocks:
(51 (41

15,000 25,000 50,000 100,000 250,666

9 41 48 46

5. If you could lower the market impact cost of a trade by a meaningful amount
based on the stock’s liquidity, would you be willing to forgo immediacy?

(5) (4) (3) (2) (1)
Strongly Somewhat Strongly
Agree

S&62 Agree Disagree

6 4  - 3 5 9 2



STA INSTITUTIONAL COMMITTEE
Buyside Trading Survey:

What if it Were Your Market Instead of the Brokers?

6. How important is it for you to control the strategy of your execution?
(5) (41 (3) (2) (11
Very Somewhat Not Important
Important
,20 4

At All

0 0

7. How important is it to know, when you enter your buy or sell order, if the
broker has a long or short position in the stock for his own account?

(5) (41 (3) (2) (1)
Very Somewhat N o t  Important

Important 82. $ a 1-t At All

1 0 8  - 32

vG;L

2 1

8. If my broker is positlocred wfth me, that Is, he has committed capital for me, he
won’t compete with me.

(5) (41 (31 (21 (1)
Strongly Somewhat Strongly
A g r e e  20.73, Agree Disagree

14  - 21 50 52 28



STA INSTITUTIONAL COMMITTEE
Buyside Trading Survey:

What if it Were Your Market Instead of the Brokers?

The folio wing questions deaf with anonymity:

9. When you trade, how important is keeping your identity anonymous?
(5) (4) (3) (2) (1)
Very Somewhat Not Important
Important 89.9 is Important At All

136 - 16

<*Yz

3 0

IO. How concerned are you about Information leakage after contacting a broker?
(5) (4) (31 (21 (1)
Very Somewhat Not Concerned
Concerned 74.0% - At All

87  - 38
-28

7 5

9062
11. Has a broker ever revealed to you the customer on the other side of a trade?

(5) (41 (3) (21 (11
Occasionally Never



STA INSTITUTIONAL COMMITTEE
Buyside Trading Survey:

What if it Were Your Market Instead of the Brokers?

The folio wing questions deal with trading methodologies:

12. How important is it for You to trade on the primary exchange where a stock is
listed?

(5) (4) (3) (2) (1)
Very Somewhat Not Important
lmpofiant  38. s 8
20 - 4 5

Important

53

13. How important is the quote on the primary exchange as a parameter when
you are tryfng to determine at what prfce to trade?

(51 (41 (31 (21 (11
VerY Somewhat Notlmportant

Im- 74,37k Important At Al

88 - 45 29 1 0

14. Do you use electronic communications networks (ECN’s). i.e., Instinet, Posit,
in your trading?

(5) (4)
Frequently

sa.o%
8 4  n 1 4

(3)
Occasionally

34

(1)
Never

22

M&fi 3.78



STA INSTITUTIONAL COMMITTEE
Buyside Trading Survey:

What if it Were Your Market instead of the Brokers?

The following questions deal with market transparency:

15. To determine the best price at which to trade, how important is it to see the
size of bids and offers at various price points?

(51 (4) (3) (2) (1)
Very

87.0%
Somewhat Not Important

important important At All

1,7=---,0
/‘&8% ’

0  e%@?

16. Do brokers provide more liquidity in markets where there is more exposure of
quotes and size? For example, if the market is quoted 50,000 up with a 118 p&t
spread, my broker’s upstairs market would be 150,000 around an I/8.

(5) (4) (3) (21 (1)
St-QfY Somewhat Strongly

Ag- SS.bZ
Agree Disagree

. 52- 47 4&t. 4 3 _louhare

17.lfyouwwe5H6@7-*stakmdsomeoneekie-leiu&
to shaue prints rr(ch ottwrs who showed up later and matchad you m

(5) (4) (3) (21 (11
St-V& Somewhat SW

Agree Disag-

H6&Z ‘6 2o
z

18. When I think someone is lea-g on my order, I would like the ability to cancal
the order from the market without caHng  tba broker.

(5) (41 (31 (21 (1)
Strongly SOmeWhat Strongly

Ag- @!&%a
Agree Disagree

34



Appendix  3



27/64 .42-i 675 59164 .921675
7/l 6 .4375 15/16 .9375

29164 .453126 61164 .953-I 25
15/32 .46875 31/32 .96875
31/64 .464375 63164 .984375

l / 2 .5 1 1 .oo

TRADING NEW YORK . . . . 800-631-3083
TRADING CHICAGO . . ..__. 800-601-9888
TRADING FLORIDA . . ..__.. 800-450-2566

Hill Thomp
Magid
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Turning Up The Heat On The New York Stock Exchange
Could This Be Hi&y-Panky.  #, ?

Nasdaq marltet  makers may be sln&g the Mws over the SEC’s order  handling
rules. But spare a thougld  for the specialists  MI the floor  of the New York Stock
Exchange.

That’s because the rules  will requin them to display cutomer  limit orders and
she if they  lmpmve the inside market.

Some on Wall street  thougllt  lt was Sll ana mg over.the.3unter  headache.
“A lot look on the rides as a” Nasdaq trading issue,” said Peter Jenkins,

chakpwson  of the STA’s Insttltutlonal  CommIttee.  “Quite the cordray.  The ndea
will have an impact on the Big Board.”

Tbel.sw‘rdsertbesubjecto(anlSS2acadaniesMyaldbomdbyllmmas
McltiadRobwtWoadtbatmdntalned limitwdesmtJleBigBoardwemnot
dkcbsed.TlmtwoacadanicscalledthaseundlspbyedllmltMdanthatamatbettel
~thatbOS¶dlkllltO&Sactuallydsplayed,tb8’Mddenlllldtorderbook”

Raymond Pelkehia,  an exchange spokesman, told Tradsn  Magazfne  that the
issue of hidden limit orden Is redundant. ‘7% [study] put out something that
nasded to be addressed and wo fssponded: he ham. 8x5 a IWB n i.9 not there
anymom.”

However, Holly Stark, vIcechaIrperson  of the STA InstRutlonal  Committee
raised some doubt. ‘llw speelalists  have these  [SEC] rules, saying  they are gdlrg
to have  to show hidden  llmlt orders,  and adjust tbelr quotes  accwdlngly,”  sbe sakl.

But she added tkat the Issue is, “probably going to go away” when the Order
haidlIng  ~188 take effect.

Indeed, Stark and Jenkins said a new day may be dawning MI the floor of the
Big Board.

will there be mom transparency, as a fdt of the  SEC ruler ? “Absolutely,”
Stark said.

Will spreads tighten on NYSE-llsted stocks “Sure, that’s possible,” she

w.
Cf course, transparency is the Institutlonsl  CammRtee’.s mantra.
The Rig Board said the exchange is “still  In the process of reviewing and

evaluating  any changer  that may be needed” as a result of the rules.
lnstmlti0Ml  buy%kJe  flmls became fmstlated with the Rve step lt generally

takeS before  an inotNtiiOMl  ordef  hits the Sp&lirt’~ book.
Here’s the gripe: The lnstltutlon  tells its trader about the order. The trader

contacts a posiuMl trader  on a dealer’s desk. The pmnrOn  trader COti the
clerk on the exchange floor.  The  clerk  then c&acts  the SOOI broker, who in turn
gons  over to the specialist  to work the order.

Wlwewl  Sometknes  that’s the reaction among  InstlMions  In this era of high
tech glrmos.  “lnstinet  has afforded us a lot of transparency, especially  on Nasdaq
stock,” Jenkins said.“But  wd don’t have that kind of ability to anonynwusly assess
or gauge Ilquldtty In Ilsted stocks.”

Added St&, “N’s a timeanwmlng  process  and there Is a huge potentkd for
leakage of your lndkanon all along tJle way.”

The Big Board Specbllsts are MM to have conwnants  lookbIg at the thorny
Issue. The lnstnutional  CommAtee  said it would be pleased to contdbute  its views
to the consultants. -John A. Syme

I
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The Buy-Side Brigade
The successful heave by institutional

imq to force the NASD to allow them  to
riew Nasdaq’s SelectNet  book, helped
:alvanize  the political muscle of STA’s
nsttbmo~l  Committee. The  SEC tools wte.

About two years ago, the committee
wited SEC chairman Mhur  Leant  to met
vlthnwmbers.LevittcametoNewVwkad
he meet@  ranged wet iuues cd market
wcture.

“It showed we were  getting the ear ol
i~ne of the mcst important people in the
ndustry,”  committee chalrperson Peter
enldns said.

The STA took note. The aS$ociation
hree years ago encouraged institutional
uy-side  firms to organize a committee,
epresentative  of a crossaction  of the
ndwtry.  This led to the formation cd wt!at
inme have dubbed the “new” institutional
:ommittee.  It effectively  rep laced  a
:ommittee  mat oome said didn’t seriously
eSecttbeir&tutk4view.

Jenkins himself is as smart ar they coma
Rpushingthel nsuMkmalagenda.Heisa
last chairman of the New York Stock
Lxchanga’s  Institutional Trading Advissoly
:am?dttee  (ITAC).

HeK?wlth.  the other 20 members cd the
~malcommittee,asofendofOctober:

Holly Start%  (vi~hairpersc4,  Daltm,
Greiner.  Ha&nan. Mahw & Co.

Ra? Stein, AIM Ca@tal
Dan Panker,  Alllance  Capital
Steve OWeill,  ARC0  I-
Fred Hughes, Ca@U Guardiar
Paul Harvey, Bdnson  Partner
Bill Pey, Fid&y  Investments
Damian  Mamun, General Ekxbtc

Don FredelI,  IDS Fl~nclal  Services
R,ck Hohuay, lnv- Ad”isers
Hardd  Bradley.  lnvesto~  Research Corp.
David B,rt!e,,  Kernper  fl~ncid  Service

chaliie  Simon.  Lward  Asset

MWh
MkbaeI  Murphy.  MWan  Grenf.31  Capital
Barbara  McFadden. PereBtne  CaPltal
Tom “earndon.  Strong  CaPltal

Managament

2 zzzlT;Rr  -
Gaunw,;NhslowCapltal
Mary McDermotWolland,  Franklin

P0rtfoll0 ,nve!3ton
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The SEC chairman has lisrcned
arefully  t o  rhe STA’s Institulional
Commit tee.  How carefu l ly ’  The
committee had  ar least one  mrr[i”g
with Levitt ahead of the appronl  of
the new SEC rules. “He was very
surprised at some of our comments.”
Jenkins said. “We were bxsically
ralking  about market structure.”

Stark  and Jenkins did”.1  eiaborarr.
The NASD  has listened carefull~~  to

rhe commirree.  Conference  chills
bera-een  rhe committee and S,4SII
officials to hammer OUI their resprc[ive
agendas. were nor uncommon rhc pasr
few years.

The committee would like to think
rhar [heir  pow-wow with Levitt had
s o m e  i m p a c t  o n  the “en rule
proposals. “We were veq happy we
had rhe communication.” Jenkins said,
“we were successful in working with
rhc SEC to make sure we new “or
negarib~rly  impacted by ihe rules.”
Srark  xlded.

Srark  and Jenkins’ chirp)- mood  is 3
srriking  contrast  10 the impending
sc”se  of doom and gloom thxnging
over rhr daler  communiv.


